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Enterprise Zones are eligible for
substantial tax credits and benefits!

Firms can earn $31,234 or more in state tax credits for each qualified employee hired.

Corporations can earn sales tax credits on purchases of $20 million per year of qualified machinery and

machinery parts.

Up-front expensing of certain depreciable property.

Lenders to Zone businesses may receive a net interest deduction.

Unused tax credits can be applied to future tax years, stretching out the benefit of the initial investment.

Enterprise Zone companies can earn preference points on state contracts.

Frequently Asked Questions About Enterprise Zone Tax Incentives

What is an Enterprise Zone?

The California Technology, Trade and Commerce
Agency designates economically depressed areas
in California. They establish Enterprise Zones to en-
courage and stimulate growth, development, and in-
vestment in the area. Taxpayers who invest, operate,
or locate a trade or business within an Enterprise
Zone may be eligible for special tax incentives.

What are the available Enterprise Zone tax
incentives and who is qualified to take those
incentives?

There are five tax incentives available to taxpayers
that invest in or operate a trade or business located
within an Enterprise Zone. The tax incentives are
the:

* Hiring Credit.

* Sales or use tax credit.

* Business expense deduction.

* Net interest deduction.

* Net operating loss (NOL) deduction.

For information about each tax incentive, refer to the
Enterprise Zone Business Booklet (FTB 38057 Book-
let), or the Guidelines for Business Claiming Eco-
nomic Development Area Tax Incentives (FTB Pub.

1158).

A tax credit is also available to employees that earn

wages within an Enterprise Zone. See the Enterprise
Zone Employee Credit form (FTB 3553).

Which Employees qualify me for the hiring
credit?

For taxable years beginning on or after January 1,
1997, you may qualify for the hiring credit if you hire
an employee after an area is officially designated
as an Enterprise Zone and before the designation
expires.

A qualified employee is an employee who immedi-
ately before starting to work for you is any of the
following:

1. An employee who qualified for the former Program Area
hiring credit;

2. A person receiving or eligible to receive subsidized em-
ployment, training, or services funded by the federal Job
Training Partnership Act (JTPA), or its successor;

3. A person eligible to be a voluntary or mandatory registrant
under the Greater Avenues for Independence Act of 1985
(GAIN), or its successor;

4. An economically disadvantaged individual 14 years of age

or older;

A qualified dislocated worker;

A disabled individual eligible for, enrolled in, or who has

completed a state rehabilitation plan;

A service-connected disabled veteran;

A veteran of the Vietnam era;

A veteran who recently separated from military service;
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10. An ex-offender;

11. A person eligible for, or a recipient of:

12. Federal Supplemental Security Income (SSI) benefits;

13. Aid to Families with Dependent Children (AFDC);

14. Food stamps; or

15. State and local general assistance;

16. A Native American;

17. A resident of a Targeted Employment Area (TEA); or

18. For employees hired during taxable years beginning on or
after 1/1/1998, a member of a targeted group as defined
in the federal Work Opportunity Tax Credit (as in effect
January 1, 2001, in Internal Revenue Code Section 51).

In addition, at least 90 percent of the employee’s
work must be directly related to a trade or business
activity located in the Enterprise Zone and at least 50
percent of the employee’s work must be performed
inside the boundaries of the Enterprise Zone.

To determine which employees qualify you for the
hiring credit for taxable years beginning before Janu-
ary 1, 1997, get the Enterprise Zone Business Book-
let (FTB 3805Z Booklet) or the Guidelines for Busi-
nesses Claiming Economic Development Area Tax
Incentives (FTB Pub. 1158), for the year is question.

How long must an employee work for a tax-
payer to avoid the recapture rules of the hir-
ing credit?

You must recapture the hiring credit if you terminate
the employee before the end of the longer of the fol-
lowing two periods:

. The first 270 days of employment (whether or
not consecutive); or

. Ninety (90) days of employment plus 270
calendar days.

A “day of employment” includes and day the em-
ployee receives compensation (including paid holi-
days, sick days, and vacation days). The Enterprise
Zone Business Booklet (FTB 3805Z Booklet) and the
Guidelines for Businesses Claiming Economic Devel-
opment Area Tax Incentives (FTB Pub. 1158) discuss
exceptions to the recapture rules.

Do leases qualify for the business expense
deduction or the sales or use tax credit?

Yes. If you acquired the property through a leasing
arrangement that constitutes a financial (conditional
sales) contract, the property may qualify for the busi-
ness expense deduction or the sales or use tax credit,
or both.

To determine whether the lease qualifies as a finan-
cial (condition sales) contract, refer to IRS Revenue

Ruling 55-540, 1955-2 C.B. 39, and FTB Legal
Ruling 94-2, March 23 1994.

What is the maximum amount of Enterprise
Zone credits | can take in any one year?

The total of all Enterprise Zone credits that you can
take in any taxable year may not exceed the lesser
of the Enterprise Zone tax limitation or the:

. “net tax” limitation for individuals, or

. “tax” limitation for corporations.

California Revenue and Taxation Code sections

17039 and 23036 define “net tax” and “tax” re-

spectively.

Do | have to include the form FTB 3805Z with
my tax return?

Yes. The Franchise Tax Board is required to annually
summarize and provide the information on this form
to the California Legislature or the California Tech-
nology, Trade and Commerce Agency. The informa-
tion may be used to evaluate the usefulness of the
incentives, to improve the program, or to make fu-
ture decisions about continuation of the program.

Can | take the sales or use tax credit if the
property purchased was exempt from sales
or use tax when purchased?

No. You can only take the sales or use tax credit
for sales or use tax you actually paid or incurred on
the purchase of qualified property. If the property
was exempt from sales or use tax at the time of pur-
chase, no sales or use tax was paid or incurred.

What type of loan qualifies a creditor for the
net interest deduction?

Loans that may qualify for the net interest deduction
include business loans and mortgage loans from
commercial or noncommercial sources. To qualify,
you must meet all of the following:

e The funds must be loaned after the Enterprise Zone was
designated, and before the designation expires.

* The loan must be made to a trade or business located
solely within an Enterprise Zone.

e The loan proceeds must be used only for the trade or
business activities within the Enterprise Zone.

Additionally, the lender may not have any type of
ownership interest in the borrower’s trade or busi-
ness.



Is the net interest deduction allowed for the
life of the loan?

No. The net interest deduction is only allowed as
long as the borrower’s trade or business is located
in an Enterprise Zone. Once the Enterprise Zone
designation expires or the borrower moves out of
the Enterprise Zone the net interest deduction is no
longer allowed.

Is the carryover of the net operating loss (NOL) de-
duction to future years limited?

Yes. You may carry an Enterprise Zone NOL for-
ward for 15 years, or until exhausted, whichever oc-
curs first. In addition, if your business operates both
within and outside the Enterprise Zone, or is part of
a unitary group, you must determine your Enterprise
Zone NOL deduction by using the Enterprise Zone
apportionment formula. The carryover deduction
can only offset business income attributed to the En-
terprise Zone. See the Enterprise Zone Booklet (FTB
3805Z Booklet).

What are the “zone income” or “zone tax”
limitations on the Enterprise Zone tax incen-
tives?

The maximum amount of Entferprise Zone credits
that you can take each year is limited to the tax on
your business income attributed to the Enterprise
Zone. Determine the amount of such tax by consid-
ering ALL your business activities conducted in the
Enterprise Zone. The total Enterprise Zone credit is
the combined amount of the current year’s hiring
credit and the sales or use tax credit, and any prior
year carryovers of these credits.

The Enterprise Zone net operating loss (NOL) is lim-
ited to the Enterprise Zone business loss. The Enter-
prise Zone NOL deduction is limited to the Enter-
prise Zone income.

To determine “zone income”, you must add the
business income or loss from all of the trade or busi-
ness activities you conduct in the Enterprise zone.
Exclude nonbusiness income from the calculation.
For taxable years beginning on or after January 1,
1998, if you operate within and outside of an En-
terprise Zone, you must figure the total business in-
come or loss apportioned to the Enterprise Zone by
use of a property and payroll apportionment factor.
If you have wages earned from a business located

within and outside an Enterprise Zone, determine
your total Enterprise Zone business income or loss
by adding income or loss attributed to Enterprise
Zone activities. The Enterprise Zone Business Book-
let (FTB 3805Z Booklet) provides the Income or Loss
Worksheet for individuals.

The “zone tax” is determined on this “zone income”
as if this amount was your total income or loss for
the year.
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If you have questions regarding this
program, please contact:

Jeanette Ishii
Economic Development Coordinator

t. 559-262-4168
f. 559-442-6969
jishii@co.fresno.ca.us




